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Your cooperation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 


Yours sincerely 




Bosmess Executive; [Limpopo] 

Enquiries: MJ TIadi 

T elephone: (0 1 5) 299 4400 
Fax: (015)299 4766 

Email: jtladi@agsa.c 0 . 2 a 




REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

accompanying financial statements of the Modimolle 

M to explanatory notes, as set out on pa^es 

Responsibility of the accounting officer for the financial statements 

‘ £S? r-T""- 3 

designing, implementing and maintaining internal control relevant tn the 
pre^ratron and fair presentation of financial statemX thafarT^tel frl 
material misstatement, whether due to fraud or error 
selecting and applying appropriate accounting policies 
making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

kiisS-r ='-"=s 

e international Standards on Auditing and General Notice 616 of 2nnR icciiqh 
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Basis of accounting 
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Basis for disclaimer of opinion 
Corresponding figures 


Inventory 


6 . 


P^''39raph 5 above, the inventory balance of R2,49 million as 
ariiu^f Jfl ^ financial statements includes stock items that were not 

ad^sted after the year end stock count to the actual quantities on hand. If all 

stock quantities, the inventory balance would 
e reduced and operating expenditure would increase by R933,357. 

Operating expenditure 

7. With reference to paragraph 5 above, documentation supporting operatina 
expenditure to the amount of R 2,446 million, included in actual expenditure to 
the amount of R 102,2 million, as disclosed in the income statemen^was no° 
provided by the municipality. Alternative audit procedures couW Torbe 
performed. Consequently, I could not satisfy myself as to the occurlce 
accuracy and classification of this amount included as operating expenditure. ’ 

Payables 

unable to obtain sufficient audit evidence to determine the completeness 
accuracy, occurrence and obligations in respect of the unknown deposits to 

as dSlosed h notr'i'p" ^^^4,8 million 
schedute n? thpl municipality did not maintain an accurate 

pSed procedures could be 

sufficient audit evidence to determine the obligation with 
gards to the ledger corrections account to the value of R1,667 million included 
in payables to the value of R24,8 million, as disclosed in note 12, which resulted 

arr^^Mnt^f municipality could not provide a breakdown of this 

account, I was unable to perform alternative procedures. 

Property, plant and equipment 

P^Perties to the value of 

R36 769 mil ion included as property, plant and equipment could not be provided 

d^rtoThr'Tr^trtl^f ‘o 

I!^rbr^hyJically vSTa^s^tLfcouW^o^^^^^^ 

12. With reference to paragraph 5 and in accordance with the Institute of Municioal 
Off'cers reporting framework, the total assets less loans redeemed 

of asse^^ fpTcf balance of external loans and internal advances. The total 
of assets less loans redeemed, as disclosed in note 6 amounting to R26 69 

million, exceeds the balance of external loans and internar advances ’2 
disclosed in appendix B by R 5,1 million. aavances as 

thl\\reS(tdinT^'^^ 5 vehicles to the value of R723,256 were identified 
^ the property, plant and equipment balance of R135,4 million 
nmnort '^eg'stered to the municipality. This results in an overstatement of 
property, plant and equipment in the financial statements by R723 256 and an 
overstatement of loans redeemed and other capital receipts. 

14. The rnunicipality was unable to provide documentation supporting additions to 
property, plant and equipment to the value of R5,99 million. 


15. As a result of the above matters, I could not satisfy myself as to the rights to 

STfilX479 S.""'' ‘P® 

Provisions 

16. The provision for leave pay amounting to R2,3 million has been calculated based 

and not on the total cost to company as 
required by the Basic Conditions of Employment Act, sections 20 (2)(a), 21 (1) 
and 35. Furthermore, the leave days due as per the leave records as at year end 
to the days used for the calculation of the provision. This 

Receivables 

evidence to confirm the existence of the 
ollowing Items included in sundry debtors as disclosed in note 10 to the amount 
4,737 million. As the municipality could not provide a breakdown of these 
accounts, I was unable to perform alternative procedures. 

A salaries and wages clearing account amounting to R2,677 million. 
Consumer deposits for Vaal water included in receivables at R1 12,603. 

to paragraph 5 above, I was unable to verify the completeness 
a d valuation of the provision for doubtful debts amounting to R9.4 million as 
disclosed in note 10, due to the following: * 

The provision for bad debt policy does not adequately address the process 
and basis for the calculation of the provision. 

The municipality did not properly consider the recoverability of debtors when 
making the provision for doubtful debts. 

The municipality did not apply the provision for bad debts policy when 
making the provision for doubtful debts. ^ ^ 

The system of the municipality does not accurately allocate debtor balances 
to the different ageing categories on the age analysis 

Value added tax (VAT) 

19. With reference to paragraph 5 above, VAT is disclosed in the annual financial 
statements as a receivable amounting to R2,4 million (input VAT) in note 10, and 
a payable of R4.3 million (output VAT), included in trade creditors in note 12. 
The following issues were identified from my audit: 

'■®torns for the year indicate a total input tax of only R288,123 that 
the municipality, and which still needed to be refunded 
by the South African Revenue Services (SARS) at year-end. The VAT 
receivable for this year is therefore overstated by R2,1 million. 

wa]- according to the June 2008 return amounts to R42,293 The 

VAT liability is therefore overstated by R4 million. 

As a result of the above matters, there is a net misstatement of VAT of R1 68 
million in the financial statements. ’ 


Unauthorised, fruitless and wasteful expenditure 

20. In contravention of section 15 of the MFMA, six votes exceeded 
budgets for the year, resulting in a total overspend for these 


their allocated 
votes of R3,5 


million. The municipality has, however, omitted disclosure of this unauthorised 
expenditure. This is contrary to section 125(2)(d) of the MFMA, which requires 
disclosure of unauthorised expenditure in the annual financial statements. 

21 . Interest and penalties amounting to R21,854 were incurred as a result of the late 
submission of VAT returns during the year. This fruitless and wasteful 
expenditure has not been disclosed in the financial statements as required in 
terms of section 125(2)(d) of the MFMA. 

Disclaimer of opinion 

22. Because of the significance of the matters described in the Basis for disclaimer 
of opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion on the financial statements of 
the Modimolle Local Municipality. Accordingly, I do not express an opinion on the 
financial statements. 


OTHER MATTERS 

I draw attention to the following matters that relate to my responsibilities in the audit 

of the financial statements: 

Internal control 

23. Section 62(1 )l(i) of the MFMA states that the accounting officer must ensure that 
the municipality has and maintains effective, efficient and transparent systems of 
financial and risk management and internal control. The table below depicts the 
root causes of the matters indicated, as they relate to the five components of 
internal control. In some instances deficiencies exist in more than one internal 
control component. 
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Control environment: establishes the foundation for the internal control system by providing 
fundamental discipline and structure for financial reporting. 

Risk assessment: involves the Identification and analysis by management of relevant financial 
reporting risks to achieve predetermined financiai reporting objectives. 

Controi activities: poiicies, procedures and practices that ensure that managemenfs financiai 


Reporting 

Item 


Control 
environment 


Assessment 
of risks 


Control 

activities 


Information and 
communication 


Monitoring 


reporting objectives are achieved and financial reporting risk mitigation strategies are carried out 

info rmation and communication : supports all other control components by communicating control 
responsib.l.t.es for financial reporting to employees and by providing financial reporting information 
in a form and time frame that allows people to carry out their financial reporting duties. 

controls over financial reporting by management or 

Lecustomlsed 


Material non-compliance with applicable legislation 

Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) 

24. As reported previously, it was noted that organs of state were identified as beina 
in arrears for more than 30 days. Total value of state organs belngrarrlare for 
more than 30 days at 30 June 2008 amounted to R438,966. Furthermore in 

Treasury was not informed 

of the payments that are overdue for more than 30 days. 

IlZ Sr quarterly reports were table to the council 

within 30 days of the end of the quarter, as required by sections 11 (4) and 62 

Division of Revenue Act (DoRA) 

mnni? nn ^ Contravened as management failed to 

thP Municipal Infrastructure Grant (MIG) allocation for 

the 2006/2007 financial year within 2 months of the end of the 2006/2007 
inancial year. The department of Local Government therefore withheld an 
amount of R5,787 million that was not paid to the municipality. 

Matters of governance 

27. The MFMA tasks the accounting officer with a number of responsibilities 
concerning financial and risk management and internal control. Fundamental to 

rssponsibiiities, 




No 

The municipality had an audit committee in operation throughout the 
Tinancial year 



• Ihe audit committee operates in accordance with approved written 
approvecJ terms of reference 



• The audit committee substantially fulfilled its responsibilities for the 
year , as set out in S1 66(2) of the MFMA 

Internal Audit ^ — 



ttie^finaiS vear^^*^ internal audit function in operation throughout 



audit Dlan"^' function operates in terms of an approved internal 



The internal audit function fulfilled its responsibilities for the year as 
set out in Section165(2) of the MFMA ^ ’ 

Other matters of governance 






ifLTcSoS^uoT P"or to Ute date 




me rinancial statements submitted for audit were not subject to any material 
amendments resulting from the audit ^ 



No significant difficulties were experienced during the audit concerning delays or 

the unavailability of expected information and/or the unavailability of sLior 
rnanagement 



implemented^^^'^^ external audit recommendations have been substantially 



(GRAp'r"*^**”" ^Standards of Generally Recognised Accounting Practice 



1 ne rnunicipality submitted an implementation plan, detailing progress towards full 



X*'' complied with the implementation plan it submitted to 

the National Treasury and the relevant provincial treasury before 30 October 2007 
detailing its progress towards full compliance with GRAP 



ft'i'i'’®''*'' submitted an implementation plan, detailing further progress 
towards full compliance with GRAP, to the National Treasury and the relevant 
provincial before 31 March 2008. relevant 




Unaudited supplementary schedules 


information set out on pages xx to xx does not form part of the 

thPcTclin IS presented as additional information. I have not audited 

these schedules and accordingly I do not express an opinion thereon. 


OTHER REPORTING RESPONSIBILITIES 
Reporting on performance information 

29. 1 have reviewed the performance information as set out on pages xx to xx. 

Responsibility of the accounting officer 

30. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality 

ust include the annual performance report of the municipality prepared by the 

A section 46 of the Local Government: Municipal Systems 

Act, 2000 (Act No. 32 of 2000) (MSA). 

Responsibility of the Auditor-General 

31. '^riducted my engagement in accordance with section 13 of the Public Audit 

ct, 2004 (Act No. 25 of 2004) read with General Notice 616 of 2008, issued in 
Government Gazette No. 31057 of May 2008 and section 45 of the MSA 

Government Gazette No. 29919 of 25 

May 2007 and section 45 of the MSA. 

33. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
inforrnation and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

34.1 believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below. 

Audit findings 

Non-compliance with regulatory requirements 

35. The integrated development plan of Modimolle Local Municipality did not include 
input, output and outcome indicators in respect of each of the development 




( 


and °* ''’® ““"'cipal Planning 

and Performance Management Regulations, 2001. ^ 

Lack of sufficient appropriate audit evidence 

36.1 was unable to obtain sufficient appropriate audit evidence in relation to the 
performance information of the Modimolle Local Municipality, as the system 
used for generating the information contained in the report was not adequate for 
the purposes of the evaluation. ^ 


OTHER REPORTS 
Investigations 

RT expenditure amounting to 

the Innn/St Zf '"®, e reservoir during 

fhl , Z ""'eeti’aation is currently being conducted to 

2pe™ure ""s elleged fruitless and wasteful 


APPRECIATION 


38. The assistance rendered by the staff of the Modimolle 
the audit is sincerely appreciated. 


Local Municipality during 


Polokwane 


28 November 2008 



AUDITOR-OENERAt 


